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Arming Ukraine is the cheap option for Europe

After the heated Trump-Zelensky exchange in the Oval Office on Friday, it is ever
more clear that Europe urgently needs a plan to ensure undisrupted support for
Ukraine. Here, we argue that arming Ukraine is by far the cheapest option for Europe,
and the easiest way forward is to work with the so-called Coalition of the Willing.

The total US aid to Ukraine thus far amounts to EUR 114bn, much less than the US
President Trump has claimed in several occasions. In fact, a study by an independent
research group recently estimated that the total monetary value of US aid to Ukraine would
be even smaller at EUR 49bn (USD 50.9bn). Nonetheless, the US has been a critically
important provider of military support for Ukraine, and now the risk is growing that the US
might completely cut off aid to Ukraine in all forms. Europe needs a plan to fill the gap.

This year, NATO member states are expected to hike the current defence expenditure target
from 2% to above 3%. Trump has suggested the target should rather be set at 5%. Setting
the target at 3.5% would require approx. EUR 240bn of additional expenditure across
EU/NATO member states on an annual basis. Lifting it up to 5% would imply additional
spending of more than EUR 490bn every year. Playing with an idea that Europe would
cover the costs of supporting Ukraine on behalf of the US going forward and taking the
average US contribution of EUR 16-38bn a year (depending on which number we trust),
paying the US looks like a cheap option compared to a rapid ramp-up in defence spending.

On Sunday, the UK Prime Minister Keir Starmer convened an emergency meeting in
London where he invited a selected group of European leaders, NATO’s Secretary General
Mark Rutte, as well as the Prime Ministers from Turkey and Canada. If these states were
to form a new alliance, the total GDP of this so-called Coalition of the Willing would top
EUR 20tn (14.4tn if Turkey and Canada are excluded, but the Baltics added). Matching the
US contribution thus far would not seem unreasonable. The total US support for Ukraine
over a three-year period is a mere 0.2-0.6% of the GDP of this Coalition of the Willing.

Alternative options exist. Starmer (and Polish PM Donald Tusk) have both suggested
confiscating the frozen Russian assets that total approx. EUR 210bn. Legal challenges
aside (the EUCOM has found that there are options that would likely comply with
international law), this would require a unanimous decision by the EU states, and at least
Hungary would most likely object. Hence, working with the Coalition of the Willing would
be more straightforward, and time is a luxury European leaders do not have at the moment.

Inthe longer term, Europe needs mechanisms to finance the massive defence spending gap.
The EU Commission has already said they will propose to activate the escape clause for
defence investments in the EU. Poland has pitched for an EU rearmament bank, and experts
have suggested an extension of the EIB mandate to allow investments on weaponry (not
just dual-use). Considering how slow the deployment of funds from the EU Recovery &
Resilience Fund has been, it would be smart to use the existing financial infrastructure. In
order to leverage private capital, the EU could consider copying the idea from the European
Fund for Sustainable Development Plus; providing open architecture guarantees for
international financial institutions, enabling risk-sharing for private investors.
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Disclosure and disclaimer

The followingdisclaimer and disclosure apply to all communication as such, though for the parts that refer to the
term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication
falls under the definition in Regulation (EU)N0596/2014. This communication has been prepared by personnel in
the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views
set forward in this communication may differ from views or opinions in other departments of Danske Bank A/S. It
constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any
recipient of this communication of any such change. Details of the producer’s previous investment
recommendations on the relevant financial instrument and all previous investment recommendations made in the
past 12 months by the producer will be available upon request.

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent
research analysts, and this communication isnotintended to constitute “investment research” as that term is defined
by applicable regulations. This communication has as such not been prepared in accordance with the legal
requirements designed to promote the independence of investment research and isnot subject to any prohibition on
dealingahead of the dissemination of the communication. The personnel in LC&I’s Sales & Trading departments
or non-independent Research departments may be remunerated based on investment banking revenues. Danske
Bank A/S may hold a position or act as market maker in any financial instrument discussed herein. Prices and
availability are indicative and may change without notice.

This communication is provided for informational purposes only and should not be considered investment, legal or
tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell
orasolicitation of an offer to purchase or sell any relevantfinancial instruments. Danske Bank A/S isnot acting as
an advisor, fiduciary or agent. Recipients of this communication should obtainadvice based ontheir own individua
circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction
before making an investment decision, and only make such decisionson the basis of the investor's own objectives,
experience and resources.

This communication has been prepared independently and solely on the basisof available information that Danske
Bank A/S considers to be reliable, but Danske Bank A/S has not independently verified the contents hereof. While
reasonablecare has been taken to ensurethatits contentsarenotuntrueormisleading,no representation orwarranty,
express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or
reasonableness of the information, opinions and projections contained in this communication and Danske Bank
AJ/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including
without limitation any loss of profits, arising from reliance on this communication.

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and
financial instruments subject of investment recommendations please refer to the following webpage:
https://danskeci.com/ci/research/disclosures-and-disclaimers.

Please note that while information on the great majority of relevant issuers and financial instruments are contained
on this website, it may not contain information on all relevant issuers and financial instruments. The absence of
information on any relevant issuer or financial instrument should not be seen as an indication that Danske Bank
A/S does not have any interests or potential conflicts of intereston the issuer or financial instrument. Please contact
your Danske Bank A/S representative for information regardingany issuer subject of investment recommendation
that is not mentioned on https://danskeci.com/ci/research/disclosures-and-disclaimers.

Danske Bank A/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is
subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business.
Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation
Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudentia
Regulation Authority are available from Danske Bank A/S on request.

This communication is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’ prior
written consent.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this communication s for distribution only to (I) persons who have professional experience
in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (IT) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other personsshould not act or rely
on this document or any of its contents.

Disclaimer related to distributionin the European Economic Area

This communication is being distributed to and is directed only at persons in member states of the European
Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus
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Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this
document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also
be deemed to have represented and agreed that it has not received this document on behalf of persons in the EEA
other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for
whom the investor has authority to make decisions on awholly discretionary basis. Danske Bank A/Swill rely on
the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a
Qualified Investor should not act or rely on this document or any of its contents.

Disclaimer related to distributionin the United States

This communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this investment recommendation in connection with distribution in the
United States solely to ‘U.S. institutional investors’.

Any U.S. investor recipient of this communication who wishes to purchase or sell any Relevant Financia
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investingin non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered
with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards
of the U.S. Securities and Exchange Commission.

This communication is for the general information of our clients and is a ‘solicitation’ only as that term is used
within CFTC Rule 23.605 promulgated under the U.S. Commodity Exchange Act. Unless otherwise expressly
indicated, this communication does not take into account the investment objectives or financial situation of any
particular person.
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